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a relatively short course in certain important aspects of

MANAGEMENT METHODS FOR ACCOUNTANTS
Public accountants who want to provide broader
management services to clients
Private accountants who want to serve management better
and prepare for top management positions, and
Others who aspire to top management positions

PARTIAL LIST
OF SUBJECTS
Four techniques of
prediction

Decision-making
methods
Methods for planning

Scatter diagrams with
built-in confidence limits
Predicting changes in
long-term trends
Special costs for special
purposes:
Opportunity costs
Marginal costs
Direct costs
Controllable costs
Variable costs
Imputed costs
Principle of exceptions

Financial planning
Business relationships
and lags

Trend analysis
Standards and deviations

IAS IS AN ACCREDITED
SCHOOL, ACCREDITED BY
THE ACCREDITING COMMISSION

OF THE NATIONAL HOME

STUDY COUNCIL

• This new IAS MANAGEMENT TRAINING COURSE teaches
how to understand and use the tools of business measurement.
Knowledge of these tools is essential to the accountant who wishes
to serve management better, and such knowledge is just as
essential for a manager or any business employee who
has management aspirations.
•
The advanced subjects are taught by graphic methods.
No mathematical knowledge beyond business arithmetic is required.
A wealth of illustrative examples and numerous diagrams
simplify the explanations.
• The complete course consists of 55 study assignments, each
with an examination to be solved and submitted for correction and
grading by CPAs and returned to you with a model solution.
•
The subjects covered are:
Basic Accounting
— 25 assignments
Economics—- 10 assignments
Management Control — 20 assignments
Either or both of the first two sections may be eliminated
(with a corresponding reduction in tuition) by those who have
had recent equivalent training and have no need for refresher
courses on those subjects.
• The IAS MANAGEMENT TRAINING COURSE is available
to individuals and also to firms which are interested in enrolling
a group of employees at a special group discount.
• If you would like further information about the course and
a complimentary copy of one of the Management Control
assignments, address your letter to the Secretary, IAS,
at the address below.

INTERNATIONAL ACCOUNTANTS
SOCIETY, INCORPORATED
A Correspondence School Since 1903
209 WEST JACKSON BOULEVARD, CHICAGO

Entered as second-class matter at the Post Office at Chicago, Illinois.
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EDITORIAL
Workshops—starting at 8 A.M., Friday,
May 17

GULF BREEZES CALL YOU
TO THE

Committee members and chairmen will be
very adequately taken care of by the leaders
selected for the workshops on membership,
treasurers, program, educational meetings,
public relations, and bulletin. Leading
these interesting meetings in their respec
tive order above are Jane Dickmann,
C. P. A., Buffalo, Carolyn Abernethy, New
York, Alma Westerman, Washington, D. C.,
Mildred Koch, Toledo, Ruth Crawford, At
lanta, and Elizabeth Shannessy, Muskegon.

17TH JOINT ANNUAL MEETING
AWSCPA—ASWA
October 24-27, 1957
EDGEWATER GULF HOTEL

EDGEWATER PARK,
MISSISSIPPI

ASWA GROWS
WELCOME, Chapter 52. On Saturday,
January 26th, a charter celebration was
held by our new chapter, Norfolk, Va. We
extend our greetings and best wishes for
your growth and development.

If your work calendar won’t permit you
to take a vacation in May, how about June?
Denver, Colorado has some mighty fine
plans in store for you. DON’T MISS!

PLANNING A SPRING VACATION?

WESTERN REGIONAL CONFERENCE
DENVER, COLORADO,
JUNE 14-16, 1957

There are Red Letter Days on your cal
endar if you arrange to be in Cincinnati,
Ohio for the Eastern Regional Conference,
May 17-19, 1957. Among the not to be
missed:

• The Woman CPA is published bi-monthly
in the interest of accounting, and the progress
of women in the profession.
While all material presented is from sources
believed to be reliably correct, responsibility
can not be assumed for opinions or for inter
pretations of law expressed by contributors.
Published by
American Woman’s Society
of Certified Public Accountants
and
American Society of Women Accountants
327 So. LaSalle Street, Chicago 4, Illinois
Subscription Price—$1.00 Annually

Panel Meeting—10 A.M., Friday, May 17
With Mary Burnet, C. P. A., Cincinnati,
as Moderator a spirited discussion will be
led by Mary B. Hall, C. P. A., Washington
D. C., on “Current Depreciation Methods”;
Ethleen Lasseter, C. P. A., Atlanta, on “The
Role of the Accountant in Estate Plan
ning”; (you’ve read well written articles
by both these women in The Woman CPA)
and June Crowell, Pittsburgh, on “The Ac
countant in Management Service.”

Copyright, 1957, by American Woman’s Society of Certified Public Accountants.
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WHAT'S NEW IN READING
By MARGARET W. TUMA, C.P.A.
services for mature women who want
If it seems odd for a National Manpower
to work . . .
Council to bring out a 400 page volume
3. The Federal and state governments,
titled Womanpower, consider their state
employers, labor unions, voluntary
ment, “Women constitute not only an es
groups, and individuals expand their
sential but also a distinctive part of our
support of scholarship and fellow
manpower resources.”
ship programs . . .
In preparation for two years, this book
4. State governments, in cooperation
consists of a Statement of the Council mem
with local communities, educational
bers setting forth their findings and rec
institutions, employers, and labor un
ommendations for expanding opportunities
ions, initiate surveys to determine
for development of womanpower and for its
whether existing training facilities
effective utilization, and twelve chapters
are adequate to meet the needs of
by the Council staff depicting the striking
mature women who want to work . . .”
changes in women’s employment, and the
“
With
respect to expanding the oppor
new place which work occupies in the lives
tunities for the effective utilization of . . .
of American women.
1. Employers hire, assign, train, and
For many people, for employers consider
promote all individuals regardless of
ing the use of women in their organiza
sex on the basis of their personal
tions and for speakers whose topic touches
qualifications; labor unions strive to
on the place of women in our economy—to
implement for all individuals the
mention only two—this book should provide
principle
of equality of opportunity in
valuable source information.
employment; and both employers and
Did you know? “A revolution in women’s
labor unions take additional steps to
employment has occurred . . . nine out of
apply the principle of equal pay for
ten American women are likely to work out
equal work
side the home in the course of their lives . . .
2. Employers review their hiring, as
today’s schoolgirls may expect to spend 25
signment, training, and promotion
years or more in paid work outside the
practices in light of the changes which
home . . . six out of every 10 women now
have taken place in the education,
working are married and five out of 10 are
skill, age composition, and work in
over 40 . . . three out of every 10 married
terests of women in the labor force,
women are now working and, two out of
in order to insure that they make ef
every 5 mothers with school age children
fective use of their women employees
are in the labor force . . . among women
3. Employers experiment further with
with children past school age the propor
part-time and flexible work arrange
tion at work falls when the husband’s in
ments, so that they can draw upon the
come passes $5,000 . . . but the percentage
potential supply of women who want
rises when the husband’s earnings amount
to work, but are not available for
to $10,000 or more . . .”
regular, full-time employment
You will be interested in the facts, in the
4. Management associations and person
significant long-range developments cited
nel groups undertake studies for the
and in the patterns found. Of particular in
purpose of appraising the experiences
terest are the twelve recommendations of
of business organizations which have
the National Manpower Council.
developed new practices for utilizing
“With respect to expanding the oppor
their women workers more effectively
tunities for the effective development of
and make their findings broadly avail
womanpower . . .
able for use by employers
1. School and college officials, boards of
5. The Secretary of Defense direct the
education, and Federal, state, and lo
Secretaries of the Army, Navy, and
cal governments expand and improve
Air Force to review jointly their ex
educational and vocational guidance...
periences with the utilization of wo
2. The Federal and state governments,
men in uniform and to make their sig
employers, unions, and voluntary or
nificant findings available for use by
ganizations cooperate to increase oc
employers.”
cupational guidance and placement
(Continued on page 10)
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TASK FORCE ON BUDGET AND
ACCOUNTING — HOOVER COMMISSION
By CHRISTIAN E. JARCHOW, Executive Vice President,
International Harvester Company

total of the indicated savings would be
more than $8 billion, but this is obviously
an overstatement, since some of the esti
mates overlap. However, there was no doubt
in the minds of the commissioners that the
possible savings should be enough to balance
the budget and in addition bring about a
reduction in federal taxes. None of these
savings contemplated a reduction in present
defense programs, the elimination of useful
public works, or a contraction of education,
health and welfare programs.
In addition to these savings, the Com
mission pointed out that there are possi
bilities for recovering federal capital now
invested in certain agencies which could be
sold to private enterprises, such as the
Federal Housing Administration, Federal
Intermediate Credit Banks, Federal Nation
al Mortgage Association, Rural Electrifica
tion Administration, etc. Such recoveries
might exceed $10 billion.

You will probably recall that there have
been two Hoover Commissions, and I think
it might be well to review briefly the accom
plishments of each of these.
The first Commission began its work in
September 1947 and made its final report
in May 1949. Its authority was limited to
recommendations for the reorganization of
departments and agencies. It made 273
recommendations, and some 196 of these
were wholly or partially adopted by either
executive or congressional action. 11 recom
mendations became obsolete or of dimin
ished importance with the passing of time.
This left 66 which were not acted on and
many of them were referred to the second
Hoover Commission for consideration.
The second Commission was authorized
by Congress in July 1953. It made its final
report at the end of June 1955. Its author
ity was enlarged to include recommenda
tions on questions of policy. This commis
sion appointed 19 Task Forces to carry on
its studies.
At its peak, the Commission and the
various Task Forces engaged a total of 525
full-time and part-time personnel. Many of
these served without compensation. These
Task Forces studied some 60 governmental
departments and agencies, which represent
about 95% of the expenditures in the Execu
tive Department.
As a result of the studies by these Task
Forces, the second Hoover Commission
made 362 recommendations. Of these, 50
were of a character which might be sub
mitted as Presidential Reorganization Plans
to the Congress under the Reorganization
Act of 1949, or which might be implemented
by presidential executive order. A second
group of recommendations totaling 145
were within the authority of the various
departments and agencies to adopt if they
wished. The third group of 167 recom
mendations were of a character that would
require legislation.
The primary purpose of the Commission
was to recommend methods by which sav
ings could be made in federal expenditures.
Thirteen of the Task Forces estimated
savings. Five others said that savings were
possible, but stated no amount. A grand

TASK FORCE ON BUDGET
AND ACCOUNTING
The Task Force with which I am most
familiar is that on Budget and Accounting,
of which I was a member. The chairman
of this Task Force was J. Harold Stewart,
head of a public accounting firm in Boston
and formerly president of the American
Institute of Accountants. The other mem
bers were: Dudley E. Brown, Financial
Vice President, Lockheed Aircraft Corpora
tion; H. E. Humphreys, Jr., President and
Chairman of the Board, U.S. Rubber Com
pany; Christian E. Jarchow, Executive
Vice President, International Harvester
Company; Gwilyn A. Price, President,
Westinghouse Electric Corp.; Kenneth C.
Tiffany, Vice President, Burroughs Adding
Machine Company; and J. David Wright,
President, Thompson Products, Inc.
Our first meeting was with Mr. Hoover
two days before Christmas 1953. Subse
quent meetings were held in Washington,
Chicago and New York.
Our Task Force engaged two full-time
staff directors and a number of consultants.
We presented 31 recommendations (later
consolidated to 25) for improvements in
budgeting or accounting. We estimated
5

There is a tendency in Executive
agencies to state the obligations incurred
at the highest possible figures since this
action strengthens the budget requests
for the following year.
The obligation basis of appropriations
produces an incentive in the agencies to
use all available obligational authority
prior to the date when it otherwise would
lapse for obligating purposes. Such action
tends to support agency budget requests
for the following fiscal year.
As a result of this procedure, there is a
substantial amount of unexpended appro
priations carried forward annually into the
following year:
Amount
(In Billions)
brought forward
into the year
1950 ............................. ..... $11.5
1951 ....... ...... ...... ...... ...... 14.1
1952 ........... ............. .......... 50.3
1953 .................. ................ 68.8
1954 .......................... ........ 78.4
1955 ...... ........... ...... .......... 68.0
1956 (estimated) ..... ....... 53.9
This carryover of unobligated authority
for multiple year programs arises from the
practice of making full budget provision
at the outset for such programs, which
funds remain available until expended.
There has been no effective post review
of such appropriations by either the Bureau
of the Budget or the Congress. The pro
cedure has been to review in minute detail
a new program for the budget year under
consideration with little consideration of
past performance. This inadequacy applies
particularly to military procurement.
As a means of controlling government
expenditures more directly and effectively
we proposed that the present budget, which
is in terms of obligational authority, be
replaced by an annual expenditure budget.
Under an annual expenditure budget an
agency would submit initially a properly
described program showing the total funds
required for its completion, projected in
terms of years. The Congress, if it ap
proved the program, would enact an annual
appropriation for the estimated expendi
tures required for the year under consid
eration. In addition, the Congress would
give the agencies contracting authority for
the amount required during the first year
for forward contracting beyond the budget
year. The Executive Branch and the Con
gress thereafter would review the program
annually from the standpoint of costs and
accomplishments, both completed and pro
jected, and grant additional authority.

that the introduction of these improvements
would result in an annual saving of at least
$4 billion or 8½ per cent of the controllable
budget expenditures.
I shall not attempt to review each of
the 31 recommendations, but will comment
on a few of them.
First, let us talk a bit about the budget
itself. It contains over 1,200 pages of de
tailed information—about the size of the
Chicago telephone directory. In addition,
schedules of personnel positions are in
cluded as a separate appendix to the docu
ment.
The budget is presented in great detail.
There are many items of only $1,000 each.
While some progress has been made in
program budgeting, there still remains
much to be done to indicate broad programs
and objectives.
The preparation of the budget begins,
in some agencies, eighteen months prior to
the beginning of the fiscal year to which
the budget relates. The lengthy cycle re
quired for development and enactment of
the budget is a basic defect in the govern
ment’s budget processes and tends to make
the budget out of date before it goes into
effect.
The Task Force on Budget and Account
ing recommended that the length of time
required for developing budget estimates
should be reduced, both in the agencies and
in the Budget Bureau. We also recommend
ed that agency budgets be presented in
more simplified and concise form and be
better supported by factual information in
order that the staffs of the Congressional
Committees be able to complete their re
views in shorter time.
The federal budget is essentially a “cash”
budget and is prepared on the basis of the
estimated “obligations” to be incurred dur
ing the budget year.
The budget fails to take into account
inventories and other working capital avail
able at the beginning of the year which
may be consumed in the programs of the
budget year. Neither does it reflect working
capital which may become available during
the budget year and which will be carried
over to a subsequent year.
Under present procedures there is no
effective control over expenditures either
by the Congress or in the Executive Branch.
This loss of control is attributable to several
factors which can be summarized as follows:
Appropriations are enacted in terms of
the obligational authority required to
carry out approved programs, some of
which relate to long lead time programs.
6

For example, let us assume that the Navy were major programs aggregating $15.3
is asking for legislative approval to con billion or 24% of the total budget; which
struct a ship. The work is to be accom were relatively uncontrollable. This in
plished over a four-year period at a total cluded $6.6 billion for interest which, of
estimated cost of $150 million, of which course, is based on the size of the debt and
$20 million is to be spent in the first year. the applicable interest rates; $3.5 billion
The Department of the Navy, under the for veteran compensation, pensions, and
plan proposed, would furnish complete in benefit programs; $2.2 billion for agricul
formation regarding the entire project. ture price support; $1.4 billion for grants
They would ask for an appropriation of to states for public assistance; and $0.6
(say) $20 million for the current budget billion for Federal-aid highway grants; and
year, to cover goods and services to be re approximately $1.0 billion for nine other
ceived during the first year, they would re programs of like character.
Generally, this type of basis legislation
quest authority to make contracts for long
lead items, and they would show the esti either commits the Federal Government to
mated costs to be covered by future ap specified expenditures or prescribes for
mulae which automatically determine the
propriations.
Congress would pass an annual appro amounts of the appropriations required.
priation on a “goods and services received” Agricultural legislation, for example, re
basis of $20 million to cover the first year’s quires that prices shall be supported at
estimate. In addition, the Congress would certain levels, which in turn depends upon
grant contracting authority in the amount the state of the markets for agricultural
needed for long lead time items. This would products. Legislation granting funds to the
provide authority for the Navy to proceed states for public welfare assistance pre
with the work and enter into forward con scribes the rates at which assistance shall
be provided to claimants, and appropriations
tracts.
In its annual appropriation request for are governed by the number of claimants.
the second year the Navy Department would Similarly, veterans legislation establishes
submit experience data showing how con rates for readjustment allowances, and
struction is proceeding, together with expenditures under such programs depend
latest cost information. The Department upon the number of qualifying veterans.
Through the enactment of such authoriz
might request an annual appropriation of,
say, $50 million, their estimate of goods ing legislation which involves commitments,
and services to be received in the second the Congress has diluted effective control
year. However, because of a lower priority over an important area of government
given to Naval construction in that budget spending. Therefore, the burden of making
year and a decision to stretch out the proj adjustments in budget expenditures tends
ect, the Congress might reduce the Depart to fall upon the more controllable programs.
We recommend that whenever legislation
ment’s request for the second year’s appro
was passed committing the government to
priation to $35 million.
Under present practice an appropriation continuing expenditures for special pro
for the entire $150 million would be made grams which are not susceptible to the
at the outset. Except as the Congress might usual budgetary control, it be enacted for
rescind a previous authority, it has lost a limited term in order to obtain periodic
control over the rate of construction and Congressional review of its usefulness. Also,
that the Bureau of the Budget keep such
expenditures.
We believe that adoption of the proposal programs under continuing review, and the
for an annual expenditure budget would President’s budget contemplate amend
permit more effective control over govern ments to them when their operation con
ment expenditures. It is recognized that flicts with current budgetary policy.
adoption of this proposal will require ad
Let’s discuss another situation regarding
ministrative changes in the government’s government expenditures. When Congress
budgeting and accounting procedures, par passes appropriations and grants the funds
ticularly in the Department of Defense.
needed, the responsibility for budget execu
There is another situation which leaves tion lies within the agencies and the Bureau
Congress little control of the budget. This of the Budget.
arises when Congress enacts legislation for
The Bureau’s control over appropriated
undertakings which leave the appropria funds is based upon a system of agency
tions committees little discretion as to the financial reports. It operates primarily
amounts to be appropriated.
through the apportionment of funds, the
For example, in fiscal year 1955 there establishment of reserves, review and ap
7

Officers responsible for the disbursement of
funds are personally liable to the govern
ment for proper performance of their finan
cial duties. This personal liability attaches
to any violations of statutes, even though
they be unintentional and even though the
officer himself did not make the mistake
which resulted in the violation.
Therefore, accountable officers frequently
seek advice as to the application of laws to
the facts in a particular case in which he
is called upon to make a payment. The nat
ural tendency is for them, in self-protection,
to request an advance decision from the
General Accounting Office with respect to
any case in which they have the slightest
question as to the legality of a payment.
They are, in consequence, overcautious in
the performance of their duties. As an ex
ample, the Claims Division of the General
Accounting Office received about 29,000
vouchers under open appropriations from
the military’s accountable officers during
fiscal year 1954, which, according to a GAO
analysis, did not involve any doubtful or
complex matters.
It is unduly harsh to hold an officer
liable where he has acted in good faith and
shown reasonable diligence. Moreover, the
expense involved in investigating and dis
posing of exceptions involving alleged vio
lations is not warranted.
We, therefore, recommended that account
able officers be relieved of financial liability
except where losses resulted from their
gross negligence or fraud.
In the field of governmental accounting
there is much to be done. The systems used
in some departments are antiquated by in
dustrial standards. Accounting in the Fed
eral Government is still mainly concerned
with cash transactions and has not kept
pace with the needs of management arising
from increasing complexity of government
operations. There is a great deal of dupli
cation in record keeping. For example, the
Treasury Department maintained about
7,000 detailed accounts which duplicated in
large measure similar records maintained
in other agencies.
In 1950 Congress passed the Budget and
Accounting Procedures Act which provided,
among other things, that . . . “The Comp
troller General of the United States, the
Secretary of the Treasury, and the Director
of the Bureau of the Budget conduct a con
tinuous program for the improvement of ac
counting and financial reporting in the
Government.”
While a means of coordination was thus
provided, there was in fact no central guid

proval of agency regulations governing
control of funds, analysis of audit reports,
and such specialized measures as regulations
designed to discourage excessive year-end
purchasing (“June buying”).
The rate at which appropriations may be
obligated by the agencies is regulated by
apportionment of obligational authority
(usually on a quarterly basis) after con
sideration of agencies’ requests. These ap
portionments are further subdivided by the
agencies into allotments to their organiza
tional subdivisions. Depending upon the
complexity of an agency’s organization, the
allotments are further divided and sub
allotted to lower levels. This results in a
multitude of pockets of obligational author
ity, and each allotment constitutes a ceil
ing of expenditures which cannot be ex
ceeded.
In the Department of Defense, it is im
possible to obtain readily a reliable estimate
of the number of allocations, allotments,
suballotments and administrative subdivi
sions of allotments which are in active use
and for which accounts are kept. At a mini
mum there were over a hundred thousand
in that department alone.
There was a tendency in the government
to attempt management control through
this device of controlling funds. The allot
ment system in itself does not usually pro
vide management with the financial in
formation required for measuring the
efficiency and economy with which funds
are used. Actually, the allotment system
places emphasis on the ability to live with
in allotments rather than the usual man
agement criterion of performance in terms
of cost. Another defect in the allotment sys
tem is the inherent incentive to spend all
allotted funds in order to support succeed
ing allotment requests. A more positive ap
proach is needed under which an appraisal
of both good and poor performance can be
brought to light.
This system of multiple allotments cre
ates another condition. Under the Anti
Deficiency Act, whenever an allotment is
exceeded the agency must render an imme
diate report to the President, through the
Director of the Bureau of the Budget, and
to the Congress.
This necessitated the reporting to the
President and the Congress of a large num
ber of technical violations where administra
tive divisions and subdivisions of allot
ments have been exceeded. These violations
are attributable to the unnecessarily com
plicated and detailed allotment structure.
Now for another phase of this problem.
8

ance or control in the Executive Branch
over accounting performance.
The essence of the problem as we saw it,
was what form of organization is needed to
bring about improvements in government
accounting and where should it be placed,
preferably without setting up a new
agency ?
This function did not belong in the Treas
ury Department where there is enough to
be done in fiscal accounts without assuming
responsibility for central direction of ac
counting in all other agencies. Neither did
it belong in the General Accounting Office.
The Comptroller General is the auditor and
critic of the accounting and financial man
agement of the Executive agencies. The
General Accounting Office is an independent
agency in Legislative Branch of the Gov
ernment, having wide powers of examina
tion and reporting directly to the Congress.
This independence should not be diluted.
The Comptroller General should not be di
rectly involved in the administration of the
Executive agencies.
The logical place for this function, we
felt, was in the Bureau of the Budget. The
Bureau had four principal staff offices, each
under an Assistant Director, namely:
Office of Budget Review
Office of Legislative Reference
Office of Statistical Standards
Office of Management and Organization
In order to meet his accounting respon
sibilities we proposed that there be estab
lished under the Director of the Budget a
fifth staff office headed by an Assistant
Director for Accounting and that such of
fice be named “Office of Accounting”.
This Assistant Director for Accounting
should be an accountant well qualified by
training and experience to perform this
function. He should have ability and repu
tation such as will gain respect and enlist
cooperation throughout the Executive agen
cies.
His duties should be:
1. To develop an overall plan for account
ing and reporting for all of the de
partments and agencies, consistent
with broad policies and standards pre
scribed by the Comptroller General.
2. To assist in the introduction of mod
ern accounting methods in the Execu
tive agencies.
3. To set reasonable but definite time
schedules for performance and to
watch progress.
4. To stimulate the building of compe
tent accounting and auditing organi
zations in the Executive agencies and
9

to assist actively in the selection,
training and retention of capable per
sonnel.
5. To report at least annually to the Di
rector of the Bureau with respect to
the status of accounting in each of the
Executive agencies.
The performance of these duties would
require him to maintain close cooperation
with the General Accounting Office and the
Treasury Department in the development of
Government accounting problems. It would
also require him to maintain a small but
select staff of well-qualified assistants to
operate with the various Executive agen
cies.
In this connection, our Task Force also
recommended the appointment of a com
petent comptroller in each of the important
departments and agencies.
Under our concept of comptrollership,
he would occupy an advisory role in man
agement. While he would not make manage
ment decisions, the comptroller should be
invaluable as an adviser and interpreter to
management. As a result of his intimate
knowledge of the financial facts, the comp
troller can assist management in reaching
sound decisions.
We recommended 'that the comptroller
should be directly responsible to the head
of the agency in order to assure indepen
dence and objectivity in the performance
of his duty. He should also be responsible
to the Assistant Director for Accounting in
the Bureau of the Budget for the observ
ance of the standards and policies laid down
by him. He should be a principal officer
whose duties are, as they would be in pri
vate industry:
1. To set up adequate accounting and
auditing systems.
2. To recruit, train and develop qualified
accounting personnel.
3. To point out opportunities for econ
omies.
4. To furnish reliable financial reports
for the management of the agency,
for Congress, and for other Executive
departments.
5. To interpret and advise upon signi
ficant aspects of the financial reports.
6. To direct the preparation and execu
tion of budgets in the agency.
Agency accounting has been limited in
most cases to accounting for cash expendi
tures. We recommended that modern ac
counting systems be installed and main
tained on the accrual basis. Such systems
should permit the preparation of periodical
financial statements for each agency show

ing what it owns and what it owes, as well
as the current costs of the various opera
tions within it.
While it would always be necessary to
account for expenditures of appropriated
funds, a system of accrual accounting would
also make possible a record of the dollar
value of inventories, of real estate and
other property, as well as their applica
tion to costs.
Until all of the departments have ade
quate accounting systems under competent
supervision, it will not be possible to know
the real costs of operating the Federal
Government or to prepare reliable combined
reports for the entire government showing
the accrued receipts and expenditures of
the Federal Government, the fixed assets
owned by it (real estate, buildings, equip
ment, etc.), the inventories and other work
ing capital of the government, as well as
the obligations payable by the government.
In other words, if we expect to produce the
kind of financial statements which every
modern business institution must have, we
felt it would be necessary to modernize the
government accounting systems so as to
know the accrued revenues and costs, as
well as assets and liabilities of the Federal
Government.
As for the saving of $4 billion set out
in our report, it is not possible to pinpoint
this saving and indicate in detail where it
may be accomplished. Necessarily, much
of it must come in the Department of De
fense, but we did not contemplate any re
duction in the defense program. The sav
ing can be brought about by better methods,
better control, elimination of duplication in
effort, reduction of excessive stocks of goods,
greater efficiency and better organization.
So much for the work of our Task Force
on Budget and Accounting. You are nat
urally interested in what has happened
since our report was presented in June
1955.
A great deal has been accomplished since
then—some by legislation, some by execu
tive order, and some by voluntary adoption
by the agencies.
The legislation passed included, among
other things, the adoption of accrual ac
counting, but it did not provide for the
adoption of accrual expenditure appropria
tion procedure. President Eisenhower has
announced that he will recommend to the
next Congress additional legislation to ac
complish this further step.
A new staff office of accounting under the
Director of the Bureau of the Budget has
been set up, headed by an assistant Director

for Accounting. It is under the direction of
Percy Rappaport, formerly in public ac
counting for many years, and a very able
person. He and his staff are hard at work
and have already brought about worthwhile
improvements.
Meanwhile many of the agencies have
selected competent comptrollers and prog
ress is being made there as well.
A few months ago our committee met
with representatives of the Bureau of the
Budget, General Accounting Office, Treas
ury Department and Defense Department,
and I was encouraged with the accomplish
ments to date and the spirit with which
this whole program was being pursued. Ob
viously, the program will take a lot of time
—it cannot be done overnight, but I am
very hopeful about the eventual outcome.
In closing, I should like to pay tribute
to the Chairman of the Commission, Mr.
Herbert Hoover. He is a most remarkable
man of tremendous capacity. It was amaz
ing to see what an intimate knowledge he
had of the problems we were dealing with,
as well as the overall problems arising out
of the functional organization of the entire
Federal Government. He has made a great
contribution toward better government.
*
*
*
(Continued from page 4)
“With respect to increasing knowledge
about the effective development and utili
zation of womanpower . . .
1. Universities, foundations, and gov
ernment encourage and support re
search dealing with the impact of the
increased employment of women upon
family life, the rearing of children,
and the self-development of women;
upon the process of occupational
choice among both younger and older
women; upon the prosperity of the
economy and living standards; and
upon the availability of volunteer
workers for community service func
tions
2. The Secretary of Labor initiate a com
prehensive study of the maximum use
which could be made of the actual and
potential resources of womanpower
in the event of a national emergency
3. The Secretary of Labor take the ini
tiative in establishing a commission
to review, in the light of recent
changes in technology and the econ
omy and in the composition of the
female labor force, the consequences
and adequacy of existing Federal and
state laws which have a direct bear
ing on the employment of women.”
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STOCK TRANSFERS' PROCEDURE AND
ACCOUNTING SYSTEM
By ALICE B. WALSH, Grand Rapids Chapter, A.S.W.A.

Recording surrenders and reissues

The procedures involved and the account
ing systems used for stock transfers and
registration may vary in some details. The
results achieved, however, are the final
clearance of the seller’s account and the
opening of the buyer’s account with as
much speed and as little inconvenience as
possible to the stockholder.
Many small companies with a limited
number of shareholders transfer their own
stock and maintain all of their own records.
Larger organizations with substantial num
bers of stockholders, particularly those with
publicly listed securities, retain the serv
ices of banks and trust companies which
specialize in this type of work as both trans
fer agent and registrar. When it is neces
sary to appoint a registrar or a transfer
agent, arrangements should be completed
with the Stock Exchange on which the
stock issue is listed, for approval of said
registrar and/or a transfer agent, if one
is appointed. A medium sized company with
a limited number of shareholders and not
too many transfers may find it more eco
nomical and convenient to transfer their
own corporate stock. This can be accom
plished by a comparatively simple account
ing and recording operation. It is very im
portant to have the company’s legal ad
visers cooperate in preparing its installa
tion and advise as to all federal and state
requirements necessary to legally complete
transfers, particularly those of deceased
persons. In this article we will discuss the
stock transfers and accounting procedures
of a company which acts as its own trans
fer agent.

A printed form should be used as a spread
sheet for the recording of all surrenders
and reissues of stock. This form should
provide space in which the surrendered
stock is recorded on the left hand side and
the reissued stock on the right. In the sur
rendered section, the name of the broker
from whom the stock was received is re
corded together with the name of the firm
or person in whose name the surrendered
certificate was registered, the certificate
number and the number of shares. To the
right, record the name of the buyer, the
number of shares transferred to the buyer
and the new certificate number representing
such shares.

Checking reissues
Before issuing the new certificates be
certain the accumulated surrendered num
ber of shares equals the number of shares
in the reissue order, and then be careful to
check the surrendered stock for any validat
ing requirements such as tax stamps, signa
tures, guarantees of signatures, etc.
If the stock is registered in the name of
a deceased person, several legal papers are
required, including; a certified copy of the
will, inheritance tax waiver, evidence that
the transfer is within the representative’s
powers and in due course of administration,
federal stock transfer tax stamp is affixed
and proof of appointment of executor or
administrator accompanies the request for
transfer.
When a surrendered certificate has been
issued in joint ownership the stock can be
reissued to the survivor without affixing
federal stock transfer tax stamp.
In some states a state transfer tax stamp
must accompany all transfers of stock in
addition to the federal stamp tax.

Preparing certificate form copies
Your attorneys should prepare certificate
form copies, supplying all of the legal
terminology, etc. to the printers. The de
cision of whether or not to have the certifi
cates bound should be made at this point by
management.
We feel that it is a good practice to have
certificates printed in various colors. Such
certificates are readily identifiable as those
representing amounts of less than 100
shares, those representing amounts of ex
actly 100 shares and those representing
amounts of larger denominations.

Preparing certificates
The certificates are then prepared listing
the owner’s name, the number of shares
and the transfer date. The surrendered
certificate must then be cancelled. On the
reverse side of the cancelled certificate
should be recorded the number or numbers
of shares, the certificate numbers of the
reissue of the stock and the date of reissue.
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Prior to sending the stock to the registrar
the certificates should be signed by the
stock transfer agent—who may not be an
officer of the company. He is normally an
employee appointed by action of the com
pany’s board of directors.

that particular account. Preparation of a
minus and plus sheet for the day’s posting
which balances will prove that the final
net balances of the ledger accounts are
correct.

Use of addressograph plates

The cancelled certificates may be filed
numerically and kept in the company’s vault
for a period of years. In order to conserve
space many companies ultimately have
quantities of the canceled certificates micro
filmed with an original and copy. The orig
inal is then kept in the safety deposit box
in the bank vault and the copy may be kept
there or in any safe location.

Prepare addressograph plates of the new
owners’ names and, if you so choose, these
plates can be used in listing the accounts
on your stock ledger sheets. Some com
panies run the certificates with the names
and addresses on them from the plates, al
though others prefer to type the names of
the owners.
The addressograph plates can also be
used in preparing dividend checks and all
other mailings to stockholders. Should the
dividend rate remain the same for a definite
period of time the amounts of which would
be payable to the new stockholders may be
included in preparing the plates, saving the
time required to type in the amount on each
separate check.
File the new addressograph plates, re
move the plates of the former owners
of the stock and your file of plates will re
main current. Assuming that the plates
have been filed correctly, the dividend
checks or envelopes prepared from them
should follow alphabetically with the names
in your stockholders’ ledgers and clerical
errors can be located with a limited amount
of checking.

After processing in registrar’s office
The stock has been processed in the reg
istrar’s office and returned to the transfer
agent. Now, prepare receipts on which the
new certificate numbers are listed and re
check the numbers thereon with the certifi
cates’ numbers when mailing the enclos
ures to the brokers. One of the two copies
of the receipt is signed by the broker and
returned for your files. The second copy is
retained in the broker’s office.

Stockledger sheets .
The next step is posting the stock to the
stockledger sheets. In posting the credit
of the surrendered certificate number, check
off the number of that certificate in the
left hand or debit column of that particular
stockholder’s ledger sheet and you have
automatically proven that the posting has
been made to the correct account. As a re
sult of this checkoff system the sum total
of the certificate numbers not checked off
in the account constitutes the balance of
12

Filing cancelled certificates

Dividend check form
We have found it very advantageous to
have our dividend checks printed with two
copies—the original for the payee, the first
copy to be retained for bank reconciliation
and the second copy to be accumulated and
filed with copies of earlier payments in the
year to the same stockholder. All of the
copies for each individual shareholder re
ceiving in excess of $100 are withdrawn
from the file and totalled following payment
of the final dividend in the calendar year.
This furnishes the company with the infor
mation necessary for filing Form 1099 with
the Department of Internal Revenue. By
using the suggested dividend check form
and by preparing them with the addresso
graph plates you reduce detail work to a
minimum at the end of the calendar year.
If there are foreign stockholders, con
tact the Internal Revenue Department and
obtain a schedule of withholding tax rates
on dividends paid to foreigners. The checks
are issued to these stockholders for the
net amount payable to them but the gross
amount and the amount withheld should
also be noted on the checks. The journal
entry for the dividend checks should in
clude the tax deduction liability. The total
of such deductions is payable to the District
Director of Internal Revenue on or before
March 15 of the succeeding year. Forms
for filing of the tax are available from the
department.
The foregoing outlines simply a procedure
followed by a corporation with stock listed
on three of the national stock exchanges.
The company has some 1500 stockholders
spread over the United States, Canada, and
other foreign countries. The number of
transfers averages some 25 to 30 a week. A
trust company acts as registrar and the
company as its own transfer agent. The
(Continued on page 18)

ACCOUNTING FOR U. S. GOVERNMENT
AND MUNICIPAL BONDS IN AN
INVESTMENT HOUSE
By M. JOYCE GLASGOW, Los Angeles Chapter, ASWA
One basic principle of investment should
be mentioned in presenting this topic. When
the stock market is up, the bond business
is down, and vice versa. During periods of
inflation, investors will buy stocks with the
prospect of higher earnings and principal
appreciation. In periods of depressed econ
omy when lower or no profits may be con
fronting business concerns, investors will
switch to bonds where the interest return
and par value of the bond at maturity is
assured and protected.
MUNICIPAL BONDS
Whenever a municipality, state, or school
district decides that there is a need for some
improvement such as harbors, waterworks,
sewerage, fire department, public parks,
school buildings, a proposition is put up to
the voters to decide whether they shall as
sume this obligation.
Upon approval by the voters, the city or
county treasurer posts a notice of sale in
trade magazines stating that they are open
for bids on the purchase of those bonds.
Bond houses and banks review these notices
of sale and decide whether they wish to
bid on them. Groups known as Syndicate
Groups may decide to go together and make
their bid if it is a fairly large issue. Repre
sentatives from each house meet and deter
mine what is the highest bid they can make
for the bonds and still sell them at a reason
able profit in the existing market. Sealed
bids are sent to the proper authorities at a
specified time with a good faith check or
bid deposit which is returned if the bid
is not accepted. After the bids are opened
and it is determined which house or group
has offered the lowest interest cost to the
issuer, the winner of the bid immediately
starts to sell the bonds. The salesmen go to
work at once selling the bonds on a “When
As and If Issued” basis because of neces
sary procedures which usually delay the de
livery of the bonds for about a month.
The bonds have to be printed, signed and
sealed by the proper officials, and, very im
portant, a legal opinion has to be rendered
by a competent law firm as to the validity
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of the bonds; that they are enforceable ob
ligations of the community, and that all
proper legal aspects of the issue are in
order.
One of the nice features of municipal
bonds is that they are tax exempt. This
stems from the old accepted political theory
of the division of State and Federal rights.
The Federal Government has said that it
will not impose taxes on income from state
obligations. In California, issues of its own
or any political subdivision are not taxable
as income on State Income Tax returns, but
on out of State issues the interest is tax
able. Each state varies as to its own laws
in this regard.
When the bonds are finally ready for de
livery, the work of the Accounting Depart
ment, or “Cage”, begins. This department
will have been notified about a week in ad
vance of the exact date of delivery. This en
ables the accountants to figure the tickets
on the buy and sell sides and to get state
ments ready. Municipal bonds are figured
on what is called a basis price—say a 2.40%
basis—rather than a dollar price. There are
basis books from which, by formula, the
dollar price is computed and the exact date
of delivery must be known since the price
of the bond will vary according to the life
of the bond. Interest is figured on a 360day year for municipal bonds, on a 365-day
year for treasury bonds. One can really see
some of the problems which occur if the.
bonds are not delivered as specified or if
a customer fails to take delivery of his
bonds on the stated settlement date. The.
computing has to be done all over again.
When the bonds are picked up each bond
must be inspected to be sure it has the prop
er signatures and seal, that all the coupons
are properly attached, and that the legal
opinion covers this issue in all exactness as
to rate or rates of interest, date of the bonds,
and that the numbers of the bonds corre
spond with the maturity date. In many in
stances, opinions delivered with the bonds
would not cover the interest rate or num
bers on resale of older issues. This is due
to the fact that only a part of the original
issue may have been printed at one time.

Hence, several opinions may have been
made before the final opinion was drawn.
If the bonds are found to be in order, pay
ment is made to the Syndicate Manager and
then deliveries may be completed.
All business is done on a cash basis and
no customers’ accounts are carried as in the
stock houses. Therefore, since a check has
been given for anywhere from $50,000 to
$500,000 deliveries should be made and
checks received on the same day, rather
than having to put the bonds on loan over
night and pay interest to the bank.
Deliveries of bonds are usually made by
messenger directly to clients when they are
dealers, trust accounts with banks, or in
surance dealers. If it is an out of town
sale, the securities are shipped draft at
tached through the bank to a corresponding
bank in that city where the customer takes
delivery. In the case of individuals, usually
a statement has been forwarded to them
with the figures for the date of settlement.
They then send in their checks for receipt
in time to be deposited on that day.
The securities are then held for them await
ing delivery instructions or sent to them by
registered mail in care of their neighbor
hood bank or wherever they have their
safety deposit box. Since bonds, unless they
are registered in the name of an individual
are negotiable, it is necessary to have them
always covered by insurance. That is why
delivery is rarely made to an individual ex
cept at his bank or with him at his safety
deposit box. In a few instances customers
have wanted the bonds sent to their home,
but it must be certain that they understand
their risk. Recently, our firm had a new
customer who had sent in her check for
$20,000 worth of municipal bonds and we
were holding the bonds until she gave us
delivery instructions. One afternoon she
came in with her brief case prepared to
pick up the bonds. We questioned her as to
where she was going to take them and she
said she was going out to Beverly Hills to
open a safety deposit box. We did not like
to have her take that risk, for the minute
she stepped outside our door there would
have been no insurance coverage on her
bonds. Had she been in an automobile ac
cident on the way out and the brief case
had disappeared, she would have no re
covery. If anyone had known she was carry
ing the bonds and relieved her of them,
they would have been a total loss to her.
So, we persuaded her to go out to her Bev
erly Hills bank, arrange for her box, and
then let us know when this was completed,
so that we could send the bonds through our

bank to her bank where she could take them
down to the vault. This way they would be
completely insured at all times in transit.

U. S. TREASURY BONDS
There are several forms or issues, includ
ing bills, 90-day paper, Certificates of In
debtedness, up to one year, Notes, one to
five years, and Bonds, beyond five years in
maturity. All are different sizes, ranging
from the certificates of indebtedness which
are about the size of a letter size envelope
to a bond about 18" x 16". The interest
rates on these issues range from 1⅛% to
3¼%. Almost all of the bonds are coupon
bonds with coupons to be cut every six
months.
Treasury bonds are bought and sold on a
32nd basis—say 100 2/32. There is a chart
from which the dollar price and also the in
terest is computed. Prices are based on the
New York market from which quotations
are received hourly — or even more often —
and the exact time of the transaction is
noted on the ticket in case there should be
any question regarding price. After the
Government Trader has written up the or
der it is put through to the accounting de
partment where the total price is again
computed — principal plus interest — and
statements are made out. Deliveries are
handled in the same way as for municipal
bonds, by messenger, drafts, or registered
mail. In taking delivery of bonds it is very
important to watch out that the correct is
sue is presented as regards date of maturity
and that the next maturing coupon and all
subsequent coupons are attached. There
have been instances when bonds were sent
in to be sold with as many as five years
back coupons attached. When this occurs
the coupons are clipped and turned in to
the bank and a check for the amount due
sent to the customer. There have also been
instances where a customer has become con
fused or careless in cutting coupons — say
two or three years ahead. Such a bond is
not good delivery and cannot be accepted
until the missing coupons have been located
and attached.
Another interesting phase of Treasury
transactions is known as “wire transfers”.
If it is decided in California to sell or buy
a block of bonds in New York for delivery
the next day, just that may be done. The
bonds are taken to the Federal Reserve
Bank in California and they in turn wire in
structions to the Federal Reserve Bank in
New York to deliver to the customer as per
order. The bonds that have been taken to
(Continued on page 17)
14

PENSION AND PROFIT SHARING
By ROBERT W. MUMFORD, Assistant Vice President,
Michigan Trust Company, Grand Rapids, Michigan

Almost all of us are covered by a retire lion employees, it is estimated, are now
ment plan of some kind, either under So covered by retirement plans other than
cial Security or under a private pension Social Security.
plan. We have all heard about the tre
How to explain the tremendous growth
mendous Social Security credit that is be of, not just one, but both of these two means
ing accumulated by the Government from of providing retirement incomes? To put
salary deductions that employees contrib it simply, there are more older people now,
ute to the Social Security fund and from and each of them has greater need for some
the like amount deposited by employers. kind of retirement plan than the older
You probably know that now more than person in years gone by. People over 65
90% of the jobs in the nation are covered made up 4 per cent of the population in
by Social Security and that coverage is 1900. In 1950 the percentage was 8 per
still growing. Social Security benefits are cent, and by 1975 it is estimated that it
received by more than 8 million persons will be 11 per cent. If you apply these rising
every month and the trust fund built up percentages against the increasing popula
by the payment of Social Security taxes tion, you will see that a very steep rise in
has grown to over $20 billion.
the total number of people over 65 is taking
The benefits under Social Security are place.
very substantial. For example, if a person
We just mentioned that the Social Secu
makes $4,200 or more annually, he can rity trust fund exceeds $20 billion. You
expect a monthly check for $108.50 begin may be somewhat surprised to hear that
ning at 65 and continuing as long as he total deposits in private pension plans now
lives. If the family consists of a man and actually exceed the Social Security credit.
wife and they are both over 65, total pay Deposits in these funds have reached the
ments may be $162.80 a month or nearly staggering sum of $25 billion. You can well
understand that such a sum in the hands
$2,000 a year.
In addition to the retirement benefit, of trustees throughout the country has and
the worker is insured against the possi will have great effect on the country’s econ
bility of his dying and leaving a wife with omy. A large portion of this total, possibly
dependent children under 18. For example, 25 to 30%, is invested in common stocks,
if a wife and 10-year-old child survive, which is a very beneficial thing to American
they could receive as much as $162.80 per industry. The balance is in bonds—both
month for the next eight years (or even government and industrial, mortgages,
longer, under the 1956 amendments, if the notes, real estate, etc.
child should be under a disability).
There are quite a number of methods that
The worker is insured, too, under the employers use to fund a retirement plan.
1956 amendments, against his or her own Among these is the so-called thrift plan.
disability. If he becomes totally and per Under this type of retirement plan the
manently disabled, his maximum payments employee contributes x% of his compensa
of $108.50 per month may begin as early as tion to a trustee. The employer agrees to
age 50. He could be sure of this income, contribute x% of his profits each year and
either as disability payments or as old-age this amount is allocated to the participants
by the trustee on the basis of employee
benefits, for the rest of his life.
This gigantic “pension plan” of the Gov contributions.
ernment apparently has stimulated rather
Another type of retirement plan is the
than lessened the growth of private pension deferred profit sharing plan. Under this
systems. It has been during this very 21- plan the employee ordinarily does not con
year period of Social Security’s existence tribute (but he may) and the employer
that private pension plans have mushroom agrees to contribute x% of the profits in
ed. There were fewer than 1,000 pension the plan each year. Usually this is allocated
plans and trusteed profit-sharing plans in to the participants on the basis of com
1935; today there are more than 30,000 and pensation. However, often compensation
the number is increasing at the rate of plus years of credit are used to make the
several thousand a year. More than 22 mil allocations.
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investments. Our company has such a fund
which we call Common Trust Fund A. This
trust is invested in a balanced portfolio of
bonds, preferred stocks, and common stocks
on about the following ratio:
Bonds
40%
Preferred Stocks
10%
Common Stocks
50%
This trust currently yields approximately
4% in earnings. There is one feature in
this account, however, and that is we may
not invest over $100,000 of a particular
trust in the trust fund.
Some employers invest a portion of their
retirement plan fund in their own securities.
When this is done, it is necessary that the
Trustee apply for what is called a Deter
mination Letter from the Treasury Depart
ment. In order to receive this letter the
trustee must file the following information:
(1) Employer’s balance sheets for last
accounting period and for the taxable
year ended prior thereto;
(2) Comparative statements of income
and profit and loss for the last and
four prior years;
(3) Surplus account analyses for the last
five years;
(4) Reconciliation statements;
(5) Schedule showing the nature and
amounts of the trust fund assets;
(6) And a detailed statement concerning
the investment and the reasons for
making it.
The reason for this is to determine
whether the trust serves any purpose other
than constituting part of a plan for the
exclusive benefit of the employees.
Except as just mentioned, the Revenue
Code has few restrictions on the manner
in which retirement plans are invested. A
qualified trust may invest in any securities
permitted by the trust agreement to the
extent allowed by local law. But again
referring to the restrictions as mentioned
above on dealings between the Trustee and
the employer in employer’s securities; the
Treasury Department has set down a list
of “prohibited transactions”. They are as
follows:
If the Trustee:
(1) Lends any part or all of its funds
to its employer-creator without ade
quate security and a reasonable rate
of interest.
(2) Pays any compensation to its em
ployer-creator in excess of a reason
able amount for salaries or other
compensation for personal services
actually rendered.

Perhaps the most common type of all
retirement plans is the Pension Plan used
principally by big industry. Under this
method deposits are made to either a trust
company or an insurance company in an
amount determined upon by an actuary, to
provide funds to pay a definite benefit of
a pre-determined amount at a future date
when employees progressively reach 65.
Still another type of retirement is the
Income Endowment method where an em
ployer purchases an insurance policy on the
life of a participant and pays a yearly
premium. This policy has a retirement
feature in addition to life insurance cover
age.
A number of companies have established
stock-bonus profit sharing plans. Under this
type of plan the trustee holds only securities
of the employer company, usually stock, and
the employer may, when he makes his yearly
contribution, pay in stock of the company.
These plans will also provide that if the
employer contributes cash that the trustee
must immediately purchase stock of the
company for the plan.
There are very substantial tax advantages
to the employer and to the employee when a
qualified plan is used. To briefly review
these advantages they are as follows:
1. The employer contribution to a quali
fied plan is deductible as a business
expense.
2. The employee is not currently taxed
with his credits which he would re
ceive under either a stock bonus or
deferred profit sharing plan.
3. The fund created by employer and
employee contributions is a tax-free
trust. All earnings accrue to the bene
fit of the employees.
Investment of these funds has become
much more complicated with the deposits
constantly being made with Trustees. An
important recent development has been the
establishment of pooled trusts by several
banks for the investment of pension and
profit-sharing plan assets in a commingled
fund. These special tax-free trusts are usual
ly divided into two separate funds, one
invested in fixed-income securities and the
other in common stocks. This permits each
participating trust to choose its own debtto-equity ratio. Such pooled trusts enable
small plans to enjoy the investment diversi
fication usually available only to large plans
and also permit them to be administered
on a more economical basis.
Banks with a large volume of pension
and profit-sharing trusts may also use their
common trust funds for such pooling of
16

(3) Makes any part of its services avail
able to its employer-creator on a
preferential basis.
(4) Makes a substantial purchase of
securities or any other property from
its employer-creator for more than
they are worth.
(5) Sells any substantial part of its
securities or other property to its
employer-creator for less than it is
worth; or
(6) Engages in any other transaction
which results in a substantial diver
sion of the trust income or principal
to the employer-creator.
If a pension, profit-sharing, or stock
bonus trust engages in a prohibited trans
action after March 1, 1954, it will be denied
tax exemption, generally for taxable years
beginning after the taxable year in which
it was notified by the Internal Revenue
Service that it had engaged in a prohibited
transaction.
Tax exemption will then be lost until
the trust can establish to the satisfaction
of the Internal Revenue Service that it
will not knowingly again engage in a pro
hibited transaction.
Satisfying the service will mean filing
a new claim for tax exemption. The Trust
will not be able to regain its exempt status
until, at the earliest, the year after it files
its claim. If there are any hitches, due to
changes in the rules for qualification of a
trust or otherwise, tax exemption may be
lost for a longer period. In some cases loss
of tax exemption may seriously imperil the
continuation of the retirement plan. In all
cases the value of the plan will be impaired.
But, as mentioned above, these prohibited
transactions apply only to dealings by the
Trustee with employer company securities.
Earnings from investments in a qualified
retirement plan are especially important
as they represent earnings in a tax-free
trust. Increased earnings, for example, in
a deferred profit-sharing plan, serve to
increase benefits that can be paid to the
participants upon retirement. Where re
tirement benefits are fixed, such as they
ordinarily are in a pension plan, earnings
become very important because they can
reduce the cost of the plan to the employer.
This is more concretely understood when
you consider that a 1% increase in the
interest rate will generally reduce the cost
of pensions to the employer upward to
25%. This, as you can see, is a very im
portant factor.

(Continued from page 14)
the Federal Reserve Bank do not actually
arrive in New York the next day, but each
Federal Reserve Bank has a stock of bonds
which can be issued to replace bonds re
ceived at another Federal Reserve Bank.
The bonds turned in are cancelled and twice
monthly are forwarded to Washington, D.C.
Then, of course, at the end of the month all
of the Federal Reserve Banks reports must
exactly coincide.

Recording of Transactions
This is a very brief picture of the bond
business as it applied to one firm. The ac
tual bookkeeping or recording of trans
actions is very routine as per any business.
There is a Journal where all transactions
are recorded and the buys and sells are
posted by customer. Then there is a Se
curity Ledger where these same transac
tions are posted by issue. This provides a
check to see that all deals have been cor
rectly recorded for debits, credits and
profit are balanced each day.
It is very important that a record be kept
of the numbers of all bonds handled because
sometimes a check is made on bonds which
have been lost or stolen. Under California
law, the firm would not be liable for buying
a stolen bond if there had been no way of
knowing it was stolen. Occasionally no
tices are received from the F.B.I. listing
numbers of stolen bonds and if such a bond
is then accepted, the firm would be liable.
By keeping the numbers of the bonds it may
help by checking back as to where the bond
was purchased and so on until the person
who introduced it into the market as a
stolen bond is located.
Recently a stolen bond matured and was
turned in for collection in New York. By
number it was traced to Los Angeles where
it had been turned in with a block of bonds
from a local bank. Our firm had sold some
of this issue to this bank and so it neces
sitated our checking back on the numbers of
this issue for about six or seven months to
see if we had had it. Our checking proved
that we had not. You can see that we must
be reasonably sure that a customer who is
not known to us is the rightful owner of
the bond.
As regards the recovery of a lost or stolen
Treasury bond, the decision of replacement
is handled entirely by the Treasury De
partment in Washington after investiga
tion. If they establish that a replacement
should be made, it would be done as to prin
cipal only. No claim for any coupons claimed
(Continued on page 18)
17

IDEA EXCHANGE
By MILDRED SWEM, Los Angeles, California

tips, parking, phone, meals, gifts, indi
vidual and company entertained, and other.
The total of each line will be the amount
expended in connection with that particu
lar client on a given day.
Into the envelope go the miscellaneous
substantiating receipts which can be checked
against the itemization on the outside. The
envelope is used to support the expense
account payment to the sales person and
helps immensely to get the cooperation of
sales personnel to collect and keep the small
substantiating receipts needed to support
deductions for such sales expense.

Computation of Average
Monthly Balance
The following formula (in this example
taxpayer made payments for eight months)
can be used in computation of the average
monthly balance where there is no increase
in principal and monthly payments do not
change:
Balance on 1st day of 1st month
of period .........................
$2,351.04

Less: Amount of monthly pay
ment times ½ of number of
months paid less 1 ...............

3½

—Theia Cascio, Los Angeles

$336.00

Ink Erasure Tip for Typists
Average monthly balance ....... $2,015.04

Have you ever wished for a cleaner or
speedier method of erasing a figure as you
reach for a couple of bottles of ink eradi
cator or an ink eraser that you knew would
leave a smear?
Get a small bottle that will easily fit in
your desk drawer in a handy place, fill
bottle with household bleach and apply to
the area to be erased with a toothpick. Don’t
press too hard. The toothpick prevents too
much smearing and allows you to erase as
small an area as you desire.
—May Carlson, Los Angeles
*
*
*

The results of the formula are the same
as the formula given by Internal Revenue,
but the formula is shorter and saves time.
—Ruth Alles Ehringer, San Diego

Group Insurance Claim Control
Keeping the records of hospital and
doctor claims for personal and dependent
coverage of our 1200 odd employees has
always been a problem.
We have evolved a record form on which
is recorded before the claim is mailed to
the insurance company: Employee’s Name
— Serial No. — Address — Department
— Date Last Worked — Date Saw Doctor
— Date Due Return — Date Returned —
Supplementary Reports. We also list the
Number of Days in Hospital — Special
Services — and Doctors Fees.
When a check is received from an insur
ance company we list: Date Received —
Check Number — Payment from — to —
Amount of Check. These records are then
maintained in transfer binders for ready
reference to old claims.

(Continued from page 17)
to be on the bonds would be recognized. In
case a bond is totally destroyed by fire,
there is no recovery. If any portion of the
bond has been saved from the flames, a
claim may be filed.
As is true in any phase of accounting
work, new problems arise each day which
must be solved and this keeps the work in
teresting and progressively educational for
the accountant.

—Margie G. Gaines, Atlanta

*

Support for Salesmen’s Expenses

*

*

(Continued from page 12)
amount of time required to transfer its
stock constitutes approximately 20% of a
transfer clerk’s weekly time, but the com
pany estimates the savings to the company
are adequate to pay the full salary of the
clerk performing the operation. For this
reason, the transfer of its own stock in its
particular case has seemed to be justified by
the economy in the operation.

Encourage your sales people to help you
keep supporting records on expense deduc
tions by distributing to each a 6 x 8 inch
envelope every week which is printed or
mimeographed with headings for easy
tabulation. The heading should include the
sales person’s name and the period covered.
It will have columns for the common ex
penses, which may include the date and:
18

CHAPTER PRESIDENTS YEAR 1956-1957
Atlanta—Ruby M. Crawford

Long Beach—Norma Farris

First National Bank, P.O, Box 4148, Atlanta 2, Georgia

460 Rose Avenue, Long Beach 12, California

Baltimore—Frances W. Sturgeon, C.P.A.

Los Angeles—Pearl M. Isham, C.P.A.

1403 Glendale Road, Baltimore 12, Maryland

1224 S. 4th Street, Alhambra, California

Birmingham, Mrs. Clara Lelievre, C.P.A.

Louisville—Mrs. M. Antoinette Dumstorf

Lelievre & Lelievre, Empire Bldg., Room 1217, Birmingham, Ala.

c/o The Highland Company, Inc., 644 Baxter Ave., Louisville
4, Kentucky

Buffalo—M. Ruth O’Toole

Milwaukee—Marilyn E. Mueller

414 McKinley Parkway, Buffalo 20, New York

Box 559, Upper River Road, Route 2, Thiensville, Wisconsin

Charleston—Lucille Perelman, C.P.A.

Muskegon—Mrs. Margaret J. Durham

509 Kanawha Banking & Trust Bldg., Charleston, West Virginia

Chattanooga—Edith Moore, C.P.A.
c/o J. H. Hardy, C.P.A., 1023 Chattanooga Bank Bldg., Chatta
nooga, Tennessee

c/o Anaconda Wire and Cable Co., 1133 W. Western Ave.,
Muskegon, Michigan

New York—Beatrice Melcher, C.P.A.
56 Pine Street, New York 5, New York

Chicago—Madeline A. Cassi
9314 S. Hamlin Avenue, Evergreen Park 42, Illinois

Norfolk—Mrs. Mary West Crocker

Cincinnati—Erma A. Sembach

742 W. Princess Anne Road, Norfolk, Virginia

Oakland—Mrs. Margaret Scott Valente

5257 Leona Drive, Cincinnati 38, Ohio

15201 Galt Street, San Lorenzo, California

Cleveland—Alice C. Patterson
c/o Steelblast Abrasives Co., 6536 Carnegie Ave.,
3, Ohio

Oklahoma City—Mrs. Elsie F. Hill

Cleveland

215 Colcord Bldg., Oklahoma City, Oklahoma

Columbus—Mrs. Gloria L. Noethlich

Philadelphia—Mrs. Anna Belle Booth

319 S. Cassingham Rd., Columbus, Ohio

2122 Sansom Street, Philadelphia 3, Pennsylvania

Connecticut—Ruth Kravitz, C.P.A.

Phoenix—Mrs. Robby N. Read

37 Elmwood Avenue, Waterbury 10, Connecticut

1321 West Weldon Ave., Phoenix, Arizona

Dayton—Mrs. Iris Berst

Pittsburgh—Mrs. Mildred V. Stuchul

361 Cardigan Drive, Dayton 9, Ohio

224 Glasgow Road, Pittsburgh 21, Pennsylvania

Denver—Anne Douthit

Portland—Mrs. Virginia Rogers

c/o Alexander Lindsay & Co., 1200 Security Bldg., Denver 2, Colo.

2840 S.E. 67th Ave., Portland, Oregon

Des Moines—Mrs. Doreen Herselius

Richmond—Mrs. Elizabeth D. Collins

Broadlawns Polk County Hospital,
Moines, Iowa

3514 Hanover Ave., Richmond, Virginia

18th & Hickman Rd., Des

Rockford—Irene White

Detroit—Louise M. Strandburg

2310 Greenwood, Rockford, Illinois

497 Charlotte Ave., Detroit 1, Michigan

Sacramento—Mrs. Mary M. Gano

District of Columbia—Mrs. Marguerite E.
Baumann, C.P.A.

3531 El Ricon Way, Sacramento, California

Saginaw—Katherine Bridwell
5710 Brockway, Saginaw, Michigan

c/o Oshinsky and Cohen, 412 Fifth Street N.W., Washington
1, D.C.

San Diego—Mrs. Daisy S. Lamberti, C.P.A.

Evansville—Geraldine McFarland

405 Robinson Ave., San Diego 3, California

San Francisco—Mary C. Tonna, C.P.A.

423 Jefferson Avenue, Evansville, Indiana

720 8th Ave., #4, San Francisco, California

Fort Wayne—Mrs. Ada A. Reynolds
1307 Grant Avenue, Fort Wayne, Indiana

Savannah—Mrs. Martha E. McConnell

Grand Rapids—Mrs. Helen K. Uren

58 B Nelson Apartments, Savannah, Georgia

Seattle—Doris Parks, C.P.A.

11 Mile Road, Rockford, Michigan

204 Raitt Hall, University of Washington, Seattle 5, Washington

Holland—Anne Beukema

Spokane—Mrs. Geraldine M. Youngs

216 West 11th Street, Holland, Michigan

507 South Howard Street, Apartment G., Spokane 4, Washington

Houston—Ruth A. Phillips
1025

Usener,

Houston 25,

Syracuse—Larissa Kondratick

Texas

711½ Onondaga Street, Syracuse, New York

Indianapolis—Estelle A. Mayer

Terre Haute—Mrs. Ada Cooney

645 S. Meridian Street, Indianapolis 25, Indiana

R.R. 1, Box 242½, Lake Wanda, West Terre Haute, Indiana

Kalamazoo—Mrs. Ruth M. Higgs

Toledo—Mrs. Gladys A. Arnold

219 Gilkey Avenue, Plainwell, Michigan

403 Gramercy Avenue, Toledo 12, Ohio

Kansas City—Mrs. Florence M. Jones

Tulsa—Mrs. Elizabeth Stowell Anderson, C.P.A.

12005 E. 45th Street, Independence, Missouri

2637 South Toledo, Tulsa, Oklahoma

Lansing—Mrs. Vieva Martini

West Palm Beach—Miss Betty T. McGill, C.P.A.

1604 Coleman Avenue, Lansing, Michigan

1809 N. Flagler Drive, West Palm Beach, Florida
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